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KEY ECONOMIC INDICATORS 


(In Millions of Lebane se Pounds (LL) Unless Otherwise Indicated) 


INDICATOR (UNIT) 


A C D 
~, “ 1975 % Change 
Thru Month over same 
MONETARY & FINANCIAL. _1973_ 1974 Given in(_) Period 1974 
LL/$ Exchange Rate (Average) 254.9 232. 8 228 (3) 6% 
Gross National Product 7,365 8,437 N. A. N. A. 
*Gold & For. Exch. Reserve (Mil.Dol.) 836 1,671 1,591 (8) 51% 
* Money Supply 2,299 3, 780 3, 694 (6) 38% 
-Currency in Circulation 1,303 1,479 1, 569 (6) 21% 
-Demand Deposits 996 2,301 2,125 (6) 54% 
* Private Bank Loans B. 212 9, 629 11, 367 (6) 26% 
* Private Bank Resources 8,024 10, 247 14,372 (6) 29% 
Commercial Bank Rate (Average) | 8-9% 9-10% 7-9% (10) 
Gen. Price Index Average (Beirut, 
1966 = 100) 121. 135.2 140. 5 (6) 


Customs Receipts 469 80 (2) 
Total Imports 2, teeth) N. A. 
Total Exports 1, 566 (7) N.A, 
Imports from U.S. ($ Mil. FOB) 387 245 (7) 
Industrial Exports 846 
Beirut Port (1,000 M.T.) 
-Freight Loaded 858 294 (6) 
-Freight Unloaded 3, 627 1,610 (6) 
-Transit Trade 932 181 (2) 


INVESTMENT 
Construction, Beirut 
-No. of Permits 64 (2) 20% 
-Area (1,000 Sq. Meters) 92 (2) 12% 
Domestic Cement Sales (1,000 M.T.) 159 (2) 5% 
New Businesses (SALs) 26 (2) 24% 


TOURISM 
Non-Syrian Arrivals (1,000) 149 (3) 42% 
Western Arrivals (1,000) 306 (3) 33% 


OTHER 
Motor Vehicle Sales 29, 681 41,374 9, 574 (6) - 56% 
Electricity Production (MKWH) 1,790 1, 975 323 (2) + 24% 


Lebanon's Population (1974) estimated at about 3.1 million; per capita income estimated 
at $1200. - 


*Date for this item are for end of period; data for other items are cumulative. 





SUMMARY 


Inter-factional fighting in Lebanon has seriously 
disrupted the Lebanese economy since April 1975 

and has called into question Beirut's traditional 
role as the regional center of the Middle East. 

In late October when the fighting encroached on 

the international hotel district and the areas 

where foreigners mainly live and work, international 
firms evacuated most expatriate personnel. Although 
Lebanon's GNP was expected to increase by 20% or 
more in 1975, most likely it will decrease by an 
amount of that magnitude because of the violence. 
The economic damage and disruption may cause wide- 
spread unemployment. Although the violence has 
dealt a severe blow to Lebanon's short term eco- 
nomic prospects, legendary Phoenician resiliency 
will probably preserve Beirut as a major business 
and financial center in the Middle East in the 
event of a political settlement in Lebanon. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Costs: The Chamber of Commerce and Industry has 
called the fighting ''the greatest economic catastrophe 
Lebanon has ever suffered.'' Damage to the country's capi- 
tal stock, according to the Chamber's estimates, includes 
the bombing, dynamiting, looting and burning of 3600 com- 
mercial enterprises and 25 or more factories. Most of 

the damage has been in Beirut, although the country's 
second largest city, Tripoli, sustained damage to 500 or 
more enterprises. In addition, as of mid-November, the 
violence has cost 12 weeks of sales and production in 

some business sectors since the beginning of the year. 
Because businesses have had to meet fixed expenses and at 
least part of their payrolls, insolvency may threaten some 
concerns that do not have substantial reserves. 


Although the Chamber of Commerce provisional estimates may 

be substantially revised, it places total economic losses, 

as of mid-November, at 6 to 8 billion Lebanese pounds ($2.5 - 
$3.4 billion), or an amount equal to 2/3's or more of the 
country's 1974 GNP of 8.5 billion pounds. Although part of 

the lost sales and production that this amount reflects may 
eventually be recovered, lost revenue from the tourist industry-- 
which contributes about 10% of the national income--cannot be. 
Taking all economic costs into account, the Chamber of Commerce 
believes that the local economy will take two years to recover 
the lost ground. 


Unemployment: This destruction of business establishments 

and the loss of potential business have also directly cost 

the jobs of 20,000 or more salaried workers. In addition 

most daily wage earners, who have frequently been unable to 
work during the recurrent crises, have probably lost 20% or 

more of the year's income. Unemployment has been most severe 

in the tourist industry. Although the General Confederation 

of Labor estimates that unemployment resulting from the fighting 
approaches 100,000 (or 11 percent of the work force of 950,000, 
a figure which includes 400,000 foreign workers); more conserv- 
ative estimates place the number at 60,000. No estimates are 
available for the (probably large) number of foreign workers who 
have returned to their homes in Syria, Egypt and elsewhere. 


Shortagesand Inflation: The confessional communities are not 
self-contained economic units. Thus the distribution system 
requires crossing armed and barricaded confessional lines; 
and when hostilities do not permit doing so, shortages 
develop even though adequate supplies may exist in the 
country as a whole. For example, the southern part of the 





country has been short of flour despite large quantities 
of wheat for milling in port silos in Beirut, and Beirut 
has had to import gasoline despite full storage tanks at 
IPC refinery in Tripoli. Despite frequent breakdown of 
this distributional system, the shortages have not gener- 
ally been severe. A major reason is that merchants have 
had large stocks on hand for the tourist trade that never 
d2veloped. 


According to a privately-prepared cost-of-living ind2x, 
prices increased 7% between January and July. Since 
then, periodic shortages of gasoline, flour, sugar, rice 
and some other commodities have led to price gouging. 
Nonetheless, the fall fighting has not produced rampant 
inflation,mainly because the merchants' large stocks 
Supplemented by some resupply during lulls in fighting 
have been sufficient to meet decreased demand. As stocks 
are depleted and as merchants purposefully limit their 
stocks for security reasons, the conditions may be set 
for a nore rapid inflation if fighting continues, More- 
over, restocking of inventories, when it occurs, will 
undoubtedly be at higher costs which will be passed along 
to the consumer. 


In addition, the pattern of prices is also changing. Rents, 
Which have doubled in some areas of Beirut in the past year 
or two, appear to be leveling off. Clothing and items 

sold by the displaced souk vendOrs have been substantially 


reduced as merchants try to gain liquidity. On the other 
hand, transportation costs have increased Jisproportionately 
because of the increased cost of gasoline which frequently 
must be bought on the black market at twice the officially- 
set price, and because taxi and "service" (shared taxis) 
dvivers demand premiums commensurate with the security risks 
involved in each trip, Most food stuffs have increased only 
Slightly in price because agricultural products normally 
exported have been diverted to the hone market. 


Regional Role Threatened: Attracted by Beirut's commiunica- 
tious and transportation facilities, its conpetent polyglot 
labor force, and its recreational opportunities, the Ameri- 
can business community increased 30% in FY 1975. Because 
there has been no obvious place having similar advantages 
to relocate in the Middle East, most firms were willing to 
regard the civil disturbances as inconveniences to doing 
business until the intense fighting of the fall began. 
However, the intensity and duration of the fall fighting 
have forced firms having regional responsibilities to make 
alternative arrangements so as to be able to exploit the 
lucrative Middle East markets whatever the security situa- 
tion in Lebanon. The encroachment in late Octover of the 





fighting on the international hotel district and around the areas 
where many foreign businessmen live and work prompted most inter- 
national firms to evacuate expatriate personnel. 


Banking and Finance: Banks have been open only periodically during 
the fighting, and frequently for limited transactions only. Although 
several international banks have transferred regional operations at 
least temporarily out of Beirut, no bank is considering closing its 
local branch,whose license in most cases has cost several millions 

of dollars. 


There have been few signs so far of capital flight. The exchange 
rate has risen from 2.25 LL to the dollar when the fall round of 
fighting began in September to about 2.40 to the dollar at the end 
of November. Although many bankers agree that the Lebanese pound 
is over valued, there is no consensus as to the probable movement 
of the exchange rate. A common view is that pound may depreciate 
against the dollar if violence continues, but foreign inflows to 
support combatants and the psychological effect of the fact that 
the Lebanese money supply is 80% backed by gold and foreign ex- 
change could well limit the extent of the pound's depreciation 

to a few percentage points. 


Prime Minister Karame has emphatically denied rumors of prospective 
exchange controls, and Central Bank Governor Sarkis has announced 
that the Central Bank has not had to intervene to support the pound. 
Moreover, from the point of view of Lebanon's economic recovery, the 
imposition of exchange controls would undermine the capital mobility 
which has been the main reason that Lebanon has developed into a 
regional banking center. 


Balance of Payments: Lebanon's balance of payments accounting has 
traditionally shown a ‘trade deficit which has been more than offset 
by foreign tourist income, the export of services, and the inflow 
of capital. Whether the accounting will again show a surplus in 
1975 is unclear. Although the value of both imported and expar ted 
goods may decline in 1975, the diversion of agricultural production 
(which normally provides 25-30% of the value of Lebanese exports) 
to the home market will likely decrease agricultural exports by 
20-50%, and thereby increases the size of the usual trade deficit 
($667 million in 1973, the latest year for which information is 
available). 


Considering the large numbers of Lebanese who have left the 
country for at least some period this year as well as the paucity 





of foreign tourists arriving in Lebanon, the tourist account will 
likely also show a deficit for the first time in recent memory. 
The economic disruption will also reduce the usual surplus from 
the export of services. Overall the current account transactions 
may show a sizeable deficit. 


Nonetheless,as in the past, the capital account surplus may be 
large enough to compensate. Although the normal financial flows 
will undoubtedly decrease from last year, capital inflows con- 
nected with the fighting could be large enough to rescue the 
overall balance of payments. In any event Lebanese reserves are 
large enough to withstand even a large deficit. Now amounting 

to about $1600 million, the reserves include about $385 million 

in gold, valued at $42 an ounce or about 1/3 of the current market 
price. 


Prospects: What happens to the economy obviously depends largely 
on the security situation. Even if peace returns immediately, GNP 
is likely to decrease this year 20% or more, instead of increasing 
by 20% or more as was expected at the beginning of the year. Thus, 
instead of a GNP of about 10 billion pounds, it is likely to be 

6-7 billion pounds, The decrease from potential GNP will not 
reflect the full amount of the economic losses because damage to 
the capital stock is not taken into account in GNP calculations. 


If peace does not return soon, the economy will likely face not 
only more destruction and high unemployment, but also numerous 
bankruptcies and price inflation, thereby exacerbating the country's 
social and economic problems. In addition, for the next year at 
least, the number of regional foreign firms operating out of Beirut 
is likely to decrease and those who remain will limit. their: exex- 
patriate staffs. 


IMPLICATIONS FOR THE UNITED STATES 


The Short Term: The Lebanese private business sector suffered 

a sharp blow not only to its capital resources, but also to its 
confidence. The current pessimism will undoubtedly be reflected 
in a fall-off in the purchase of new facilities and stocks in the 
mercantile sector and a slowdown in establishing or refurbishing 
industrial plants in the industrial sector. Thus, the U, S, 
suppliers may find Lebanon a depressed market for the short run. 





Firms which decide to relocate elsewhere in the Middle 
East, even if temporarily, should keep in mind the 
possible availability of the Lebanese labor fore -- 
skilled, polyglot, and cultured in both Arabic and 
Western ways. As unemployment increases, many may be 
willing to emigrate to ease the pinch of the paucity 
of ‘competent personnel in other Arab cities. 


The Medium Term: Though the private sector has experi- 
enced a painful wrench, the Government may decide to 
push the heretofore somnolent public sector into action. 
To get the economy moving again and to limit unemploy- 
ment, Prime Minister Karame has proposed government 
guarantees for private investment in business and 
industry, government indemnification of war damage to 
business and industry, and public works projects in- 
cluding public housing, expansion of refinery capacity 
and a new dry dock. 


To finance economic revival the Prime Minister has also 
proposed expanding the authority of the Lebanese Develop- 
ment Bank to grant long and medium-term credits to com- 
mercial banks so as to allow the latter to meet increased 
liquidity demands stemming from the crisis. Hoping to 
obtain grants and loans from other Arab states, he an- 
nounced plans to establish an office responsible directly 
to the Prime Minister to coordinate foreign assistance. 


Should the Lebanese Government move vigorously ahead with 
these plans, the projects:: will present opportunities for 
U.S, engineers and contractors to participate in re- 
building Lebanon's economy. However, the lag from discus- 
sion to implementation is apt to be lengthy. 


The Long Term: Despite the doubt cast by recent events, 
Beirut is likely to remain a major regional business and 
finance center in the long run. Phoenician resiliency is 
legendary. Moreover, there is still nowhere else in the 
Middle East that has Lebanon's peace-time advantages of 
location, transportation and communication, laissez-faire 
economy, and large and relatively skilled labor force. 
Thus, once peace returns, firms may be expected again to 
take advantage of these conditions even though they may 
have decentralized operations previously concentrated in 


Beirut 
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